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Economic Perspective 2 
THE OFFSHORE SUPPLIES INDUSTRY: CAN SCOTLAND WIN THE NINTH ROUND? 
Iain H McNicoll, Fraser of Allander Institute 
Later th i s spring the Government wi l l 
announce the results of the ninth round of 
licencing 'blocks' of the UK Continental 
Shel f (UKCS) for t he pu rposes of 
exploration and development of new oil and 
gas reserves. The blocks on offer are an 
intriguing mixture of unexplored 'mature' 
areas in the North Sea and ' f ront ier ' 
acreage in places such as West Hebrides 
and West S h e t l a n d . In t e r m s of 
a t t r a c t i n g b ids the l a t e s t round i s 
a l r e a d y c l e a r l y a s u c c e s s : 147 
applicat ions have been received and over 
ha l f the 195 blocks on offer have 
a t t r a c t e d a t t e n t i o n . S ince t he 
Government only expected to license some 
80 blocks, i t has every reason to be 
satisfied with this response. 
I t i s not generally real ised that the 
a l l o c a t i o n of blocks to p a r t i c u l a r 
a p p l i c a n t s does not usua l ly depend 
ent i re ly on the f inancial value of the i r 
bids (for example, only th i r teen blocks 
have been sold by auction in the ninth 
round); r a t h e r , t o be success fu l , 
applicants must convince the Government of 
their ability to satisfy other designated 
c r i t e r i a . In the p a s t , the most 
important c r i t e r ion has been a 'proven' 
(usually on the basis of previous track 
record) willingness to explore and exploit 
licensed t e r r i t o r y . The pr ior i ty given 
to this criterion clearly demonstrates the 
importance successive Governments have 
placed on finding and producing UK oil and 
gas resources. 
In the ninth round, however, Energy 
Min i s t e r s have made i t c l e a r t h a t a 
•willingness to explore', while necessary, 
may not be suff ic ient for a bid to be 
successful. In par t icu la r , they have 
emphasised two other considerations which 
wi l l be taken into account in assessing 
the merits of each applicat ion: f i r s t , 
preference will be given to applicants who 
can demonstrate that a high proportion of 
any e x p l o r a t i o n and deve lopment 
expenditures will have a high UK content; 
secondly, preference wi l l be given to 
would-be operators who are prepared to 
fu r the r research and development in 
offshore technology within the UK. 
At f i r s t s ight , the need to expl ic i t ly 
inc lude these c r i t e r i a may appear 
puzzling. After a l l , does not the UK 
offshore supplies indus t ry (which i s 
largely Scottish based) already a t t r a c t 
some 70$-80$ of the £2.5 billion worth of 
o r d e r s p l aced a n n u a l l y for UKCS 
developments? Hasn't coping with the 
hos t i l e environment of the North Sea 
already brought the UK to the forefront of 
world offshore technology? Aren't UK 
firms already successful in offshore 
markets worldwide? 
Taking a superficial and short-term view, 
each of the above questions could be 
answered affirmatively. However, deeper 
and more long-term analysis reveals some 
d i s t u r b i n g a spec t s of the offshore 
supplies industry which go a long way to 
explaining the Government's extension of 
licensing cri ter ia in the ninth round. 
There is growing concern that the UK share 
of orders placed may seriously overstate 
the UK share of actual purchases of goods 
and services. The l a t t e r i s of course 
more important in terms of generating 
income and employment in the UK. A 
recent report (SDA (1984)) suggests that 
t h e r e a l UK c o n t e n t of o f f s h o r e 
expenditures may be between 40$-70$. The 
new Scottish input-output tables (IDS 
(1984)) give Scotland only a 21$ share of 
sales to the UKCS in 1979. Problems in 
accurately measuring the local content of 
offshore orders a r i se mainly through the 
labyrinthine purchasing structure in the 
o i l industry. For example, an offshore 
opera tor w i l l t y p i c a l l y h i r e a main 
68 
c o n t r a c t o r to undertake the des ign , 
construction and i n s t a l l a t i o n of large 
offshore structures (eg platforms). The 
contractor wi l l then sub-contract for 
major component items such as modules. 
Each sub-contract leads in turn to further 
s u b - c o n t r a c t i n g and so on. The 
purchasing chain is so complex that while 
a contract may be placed in the UK, i t s 
fulfilment may involve substantial imports 
of goods and services. 
This , then , i s the reason for the 
Government's interest in the UK content of 
offshore expenditure in the ninth round. 
Unfortunately, the very complexity of the 
purchasing t r a in make adherence to t h i s 
criterion difficult to monitor and enforce 
in pract ice . The UK share of orders 
placed may not be a good proxy for actual 
UK sa les , but the a l te rna t ive of tracing 
through every contract chain for local 
versus imported conten t i s c l e a r l y 
un rea l i s t i c . Furthermore, if at some 
future date an operator developing a major 
new oifield claims that, because of price 
changes or technological developments, i t 
i s necessary to switch from a UK to a 
foreign supplier to she Government can 
hardly be expected to exercise a veto. 
There a r e l i k e l y t o be s i m i l a r 
d i f f i c u l t i e s in enforcing the 'UK R&D' 
c r i t e r ion . Concern over the lack of R & 
D into offshore technology in the UK has 
found i t s f u l l e s t expression for over a 
decade in two recent reports (NEDO (1985), 
SDA (1985)). Both reports suggest that 
UK offshore R&D expenditure is currently 
running at some £80 mill ion per annum, 
about ha l f of which i s spent by o i l 
companies and the remainder by suppliers 
and academic/research institutions. This 
figure compares unfavourably with those of 
other countries such as Norway which, with 
a much smaller offshore industry, spends 
over £70 million annually on oil-related R 
& D. I t i s also interesting to note that 
the whole of the UK oil-related annual R & 
D expenditure i s only a quarter of that 
made by one major m u l t i n a t i o n a l o i l 
company (Shell) in 1982. The main reason 
for the lack of UK offshore R&D, is that 
in the 1970's rush to extract oil and gas, 
rel iance had to be placed on imported 
technology. This technology came mainly 
from America through the establishment of 
branch plants in the UK, especial ly in 
Scotland. The crucial question i s what 
wi l l happen to the UK offshore supplies 
industry in the next ten to twenty years 
when the global market continues to expand 
and the UK market s tarts to contract. 
A forthcoming study (Gregory et al (1985)) 
s u g g e s t s t h a t , in t h e absence of 
indigenous ability to develop, produce and 
market a p p r o p r i a t e products for new 
offshore provinces, the prospects may not 
be a l l that good. The o i l industry i s 
essent ia l ly per ipa ta t ic and could well 
choose to serve new markets by d i rec t 
investment in the local rather than by 
export from the UK. Indeed, t h i s study 
suggests that the export potential of the 
UK subs id iar ies of m u l t i n a t i o n a l o i l 
equipment suppliers i s already constrained 
by the global s t r a teg ies of the i r parent 
companies. 
The desire to develop indigenous o i l -
re la ted technological e x p e r t i s e as a 
safeguard against the future i s therefore 
p e r f e c t l y unde r s t andab le . Again , 
however, i t may be d i f f i cu l t to r ea l i se 
t h i s objective in pract ice . How much, 
for example, can the o i l operators be 
persuaded to spend in 'promoting' R & D in 
the UK supplies industry? Even more 
importantly, will they instigate original 
and fundamental r esearch in the UK 
(remembering they have existing faci l i t ies 
to do t h i s elsewhere)? How can t h i s be 
checked and monitored? 
In summary, the Government's attempts to 
promote the UK offshore supplies industry, 
as evidenced by the c r i t e r i a for ninth 
round license appl icat ions, are ent i re ly 
l audab le . Such i n i t i a t i v e s wi l l be 
especially welcome in Scotland which has 
100,000 jobs dependent, d i r e c t l y or 
i n d i r e c t l y , on t h i s s e c t o r . 
U n f o r t u n a t e l y , t h e r e a r e very 
considerable, and possibly insurmountable, 
o b s t a c l e s to r e a l i s i n g such worthy 
ambitions. 
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